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Good morning  l a d i e s  and gen t l emen .  

I would l i k e  t o  s h a r e  w i t h  you t o d a y  some t h o u g h t s  a s  

t o  why t h e  ro le  of a c c o u n t i n g  i s  e x p a n d i n g  and  what  some of 

t h e  p r o b l e m s  a re  t h a t  w e  have  t o  f a c e  a s  a r e s u l t .  

WHAT PRESSURES SEEM TO BE CAUSING EXPANSION - 
IN THE ROLE OF ACCOUNTING IN THE ECONOMY 

Numerous  p r e s s u r e s  i n  t h e  economy t o d a y  a r e  c a u s i n g  

p e o p l e  t o  want  more and be t te r  a c c o u n t i n g  i n f o r m a t i o n .  The 

one t h a t  comes t o  mind f i r s t ,  o f  c o u r s e ,  i s  i n f l a t i o n .  F o r  

many y e a r s  i n f l a t i o n  p r o g r e s s e d  a t  s u c h  a slow p a c e  t h a t  

most p e o p l e  were w i l l i n g  t o  a c c e p t  a c c o u n t i n g  da t a  b a s e d  on 

c u r r e n t  d o l l a r s  w i t h o u t  w o r r y i n g  abou t  t h e  small  d i m i n u t i o n  

i n  t h e  v a l u e  o f  t h e  d o l l a r  which  t o o k  p l a c e  from o n e  y e a r  t o  

a n o t h e r .  How d i f f e r e n t  t h i n g s  a r e  t o d a y .  The  p a c e  o f  

i n f l a t i o n  h a s  q u i c k e n e d  b r i n g i n g  w i t h  i t  a c h o r u s  o f  c r i e s  



f . k. 

f o r  a c c o u n t i n g  d a t a  t h a t  is more i n  t u n e  w i t h  economic  

r e a l i t y .  I n v e s t o r s  and o t h e r s  i n  t h e  b u s i n e s s  w o r l d  are  

t u r n i n g  t o  a c c o u n t a n t s  and a s k i n g  f o r  new i n f o r m a t i o n  on  

p r o f i t s - n o t  j u s t  how many d o l l a r s  were made--but how much 

w a s  e a r n e d  i n  terms of p u r c h a s i n g  power. They a l s o  wan t  t o  

know wha t  c h a n g e s  h a v e  o c c u r r e d  i n  t h e  r e a l  v a l u e  o f  assets  

and l i a b i l i t i e s .  

- 

Government is f e e l i n g  some of t h i s  pressure also.  I 

w i l l  l e t  you d e c i d e  j u s t  how " P r o p o s i t i o n  13"  and  o t h e r  

similar movements r e l a t e  t o  i n f l a t i o n ,  b u t  t h e  f a c t  i s ,  

t h e s e  movements i n c l u d e  a c h a l l e n g e  f o r  a c c o u n t a n t s .  I n h e r e n t  

i n  t h e s e  movements is a des i re  b o t h  f o r  g r e a t e r  e f f i c i e n c y  

i n  Government and  f o r  a c c o u n t a n t s  t o  p r o v i d e  more i n f o r m a t i o n .  

T h e  t r a d i t i o n a l  l ists  of e x p e n d i t u r e s  w i l l  n o t  s a t i s f y  

p e o p l e  i n v o l v e d  i n  t h e s e  movements. They a r e  c h a l l e n g i n g  

a c c o u n t a n t s  t o  show p r e c i s e l y  how e f f i c i e n t l y ,  e c o n o m i c a l l y ,  

and  e f f e c t i v e l y  t h e  b u s i n e s s  o f  Government i s  car r ied  o u t  

--not j u s t  how much is s p e n t  f o r  what  f u n c t i o n .  

Ano the r  p r e s s u r e  b e i n g  e x e r t e d  o n  a c c o u n t a n t s  i s  t o  f i n d  

ways t o  p r o v i d e  b e t t e r  p r o t e c t i o n  a g a i n s t  f r a u d  and abuse.  

W e  have  a l w a y s  p r i d e d  o u r s e l v e s  o n  b e i n g  a moral c o u n t r y .  

W e  e x p e c t  o u r  c i t i z e n s  t o  be h o n e s t ,  o u r  b u s i n e s s  l eaders  

t o  be  h o n e s t ,  and our Government o f f i c i a l s  t o  be h o n e s t .  

U n f o r t u n a t e l y ,  e v e n t s  of recent y e a r s  h a v e  caused u s  t o  

q u e s t i o n  t h o s e  e x p e c t a t i o n s .  E q u i t y  Funding  and Penn C e n t r a l  

opened t h e  way t o  a h o s t  o f  o t h e r  r e v e l a t i o n s  of e i t h e r  
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corporate wrong d o i n g  o r  a l a c k  of a c c o u n t i n g  p r o c e d u r e s  

tha t  r e a l i s t i c a l l y  described t h e  s i t u a t i o n .  Then W a t e r g a t e  

s u r f a c e d  and  w i t h  i t  came r e v e l a t i o n s  n o t  o n l y  of misdeeds 

a t  t h e  h i g h e s t  l e v e l s  of o u r  Government b u t  o f  l a u n d e r e d  

money and u n b e l i e v a b l y  p o o r  a c c o u n t i n g  p r a c t i c e s  i n  t h e  

h a n d l i n g  of campaign f u n d s .  N o  s o o n e r  had t h e  f u r o r  o v e r  

Watergate begun t o  d i e  down t h a n  w e  were a g a i n  shocked b y  

r e v e l a t i o n s  of c o r p o r a t e  b r i b e r y  of f o r e i g n  o f f i c i a l s  and 

e x t e n s i v e  f r a u d  i n  t h e  G e n e r a l  S e r v i c e s  A d m i n i s t r a t i o n .  

All of these i n s t a n c e s  of m i s c o n d u c t  h a v e  b rough t  a g r e a t  

hue  and  c r y  t o  e l i m i n a t e  f r a u d  and a b u s e  from o u r  n a t i o n a l  

l i f e ;  and  t h a t  r e s p o n s e  i s  p r e s s u r i n g  a c c o u n t a n t s  t o  expand 

t h e i r  i n t e r n a l  c o n t r o l  work t o  see t h a t  i f  f r a u d  and abuse 

c a n n o t  be e l i m i n a t e d ,  a t  l e a s t  i t  w i l l  be made a s  d i f f i c u l t  

as  p o s s i b l e  t o  accomplish. 

The compute r  i s  a n o t h e r  f ac to r  e n l a r g i n g  t h e  a c c o u n t -  

a n t ' s  ro le .  Computers  p r o d u c e  d a t a  i n  s u c h  volume t h a t  

q u e s t i o n s  t h a t  went  unanswered before f o r  l a c k  o f  d a t a ,  

c a n  now be  answered .  The  c h a l l e n g e  t o  a c c o u n t a n t s  i s  how 

t o  s t r u c t u r e  t h i s  d a t a  i n  ways t h a t  manage r s  c a n  u n d e r s t a n d  

i t  and  dea l  w i t h  i t  i n t e l l i g e n t l y .  U n f o r t u n a t e l y ,  much 

of t h e  o u t p u t  of compute r s  i s  s t i l l  t o o  de t a i l ed  f o r  maximum 

u s e f u l n e s s  t o  top  managers .  A c c o u n t a n t s  need  t o  u s e  t h e i r  

s k i l l s  t o  change  t h i s .  

Ano the r  area p r e s e n t s  some p r e s s u r e s  t o  expand t h e  

r o l e  of a c c o u n t i n g ;  however ,  t h o s e  pressures  a r e  n o t  a s  
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g r e a t  as  I t h i n k  t h e y  s h o u l d  be .  As many o f  you know, 

t h e  r a t e  of improvement i n  p r o d u c t i v i t y  i n  t h e  U n i t e d  

S t a t e s  h a s  d e c l i n e d  i n  r e c e n t  y e a r s .  I f  w e  a r e  t o  c o n t i n u e  

t o  i n c r e a s e  o u r  s t a n d a r d  of l i v i n g  a s  w e  have  done i n  t h e  

p a s t ,  w e  need t o  have a g r e a t e r  i n c r e a s e  i n  t h e  p r o d u c t i v i t y  

of o u r  work force.  I f  p r o d u c t i v i t y  does n o t  i n c r e a s e ,  any  

s a l a r y  i n c r e a s e s  are  i n f l a t i o n a r y .  The p r e s s u r e  on accoun t -  

i n g  is t o  be t t e r  measure our p r o d u c t i v i t y  a n d ,  by a n a l y z i n g  

a c c o u n t i n g  d a t a ,  i d e n t i f y  areas i n  w h i c h  p r o d u c t i v i t y  c a n  

be improved. 

Those a r e  some of t h e  main p r e s s u r e s  t h a t  seem t o  

b e  c a l l i n g  f o r  a n  expanded r o l e  f o r  a c c o u n t i n g  i n  t h e  

economy. T h e r e  are  doubt less  o thers .  

' WHAT CHANGES ARE RESULTING FROM THE 
EXPANDING ROLE OF ACCOUNTING 

Next ,  I would  l i k e  t o  d i s c u s s  t h e  chanqe  i n  a c c o u n t i n g  

p r a c t i c e s  t h a t  I see r e s u l t i n g  from these p r e s s u r e s .  Harb inge r s  

of most of t h e s e  changes  have a l r e a d y  a r r i v e d  so most o f  them 

a re  n o t  new. They a re ,  however, some o f  t h e  major  c h a l l e n g e s  

a c c o u n t a n t s  w i l l  f a c e  i n  t h e  n e x t  few y e a r s .  S i n c e  members 

o f  t h i s  g r o u p  here today  a re  e i t h e r  employed by Government 

- 

- _  .. 

or have close in t e re s t s  i n  Government, I want  t o  r e l a t e  t h e s e  

c h a l l e n g e s  p r i n c i p a l l y  t o  t h e i r  e f f e c t  on Government. 

C u r r e n t  V a l u e  Account ing 

Recen t ly ,  c u r r e n t  v a l u e  a c c o u n t i n g  o r  some v a r i a t i o n  

of i t  w h i c h  w o u l d  a d j u s t  f i n a n c i a l  s t a t e m e n t s  f o r  t n e  e f f e c t s  
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of i n f l a t i o n  and c h a n g i n g  p r i c e s ,  h a s  g a i n e d  g r e a t e r  a t t e n t i o n .  

The F i n a n c i a l  Accoun t ing  S t a n d a r d s  Board (FASB) i s  c o n s i d e r i n g  

what  a c t i o n  t o  t a k e .  I t  h a s  i s s u e d  a n  e x p o s u r e  d r a f t  which  

would r e q u i r e  s u p p l e m e n t a r y  d i s c l o s u r e  o f  s u c h  i n f o r m a t i o n  

and j u s t  r e c e n t l y  h e l d  3 d a y s  o f  p u b l i c  h e a r i n g s  i n  N e w  York. 

The FASB e x p e c t s  t o  i s s u e  a f i n a l  s t a n d a r d  b e f o r e  t h e  end  o f  

September. The S e c u r i t i e s  and  Exchange Commission (SEC) c u r r e n t l y  

requi res  c e r t a i n  l a r g e  p u b l i c  companies  t o  d i sc lose  r e p l a c e m e n t  

cost  d a t a  i n  t h e i r  f i n a n c i a l  reports .  These  a r e  t h e  b e g i n n i n g s  

o f  c h a n g e s  which  I t h i n k  w i l l  l e a d  t o  a c c o u n t i n g  r e p o r t s  

b e i n g  more r e a l i s t i c a l l y  s t a t e d .  

Few w i l l  c o n t e n d  t h a t  t h i s  is n o t  a d e s i r a b l e  g o a l ;  t h e  

q u e s t i o n  is how t o  g e t  t h e r e ;  a methodology t h a t  is a c c e p t -  

able  is d i f f i c u l t  t o  f i n d .  T h i s  o b s t a c l e  m u s t  b e  o v e r -  

come b e f o r e  c u r r e n t  v a l u e  a c c o u n t i n g  c a n  become a r e a l i t y  b u t  

i t  is t h e  d i r e c t i o n  i n  which w e  a re  headed and i n  a few y e a r s  

w i l l  be commonplace t o  have  s u c h  disclosure accompany the 

f i n a n c i a l  s t a t e m e n t s  and e v e n t u a l l y  p e r h a p s  b e  t h e  bas i s  o n  

which  s u c h  s t a t e m e n t s  a re  p r e p a r e d .  

C u r r e n t  v a l u e  a c c o u n t i n g  p r o b a b l y  w i l l  n o t  be i n s t i t u t e d  

i n  Government as  r a p i d l y  a s  i n  t h e  p r i v a t e  sector. Al though 

i n v e s t o r s  g e n e r a l l y  have  n o t  y e t  i n d i c a t e d  a g r e a t  i n t e r e s t  

i n  c u r r e n t  v a l u e  d a t a ,  t h e y  seem t o  p l a c e  more i m p o r t a n c e  

on  f i n a n c i a l  i n f o r m a t i o n  when buying  p r i v a t e  s e c t o r  s ecu r i t i e s  

t h a n  when buy ing  p u b l i c  sector o n e s .  T h e r e f o r e ,  I b e l i e v e  

s u c h  d a t a  w i l l  be  used s o o n e r  i n  t h e  p r i v a t e  sector .  
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I might add t h a t  I s e r v e d  as  a member of t h e  a d v i s o r y  

committee t h a t  he lped  t h e  T r e a s u r y  Department set u p  plans  

f o r  t h e  Conso l ida t ed  F i n a n c i a l  Statements  f o r  t h e  U. S .  

Government. I n  our  d i s c u s s i o n s  o f  these s t a t e m e n t s ,  w e  

concluded t h a t  c u r r e n t  v a l u e  i n f o r m a t i o n  would be v e r y  

u s e f u l  i n  o b t a i n i n g  a p r o p e r  p e r s p e c t i v e  of t h e  f i n a n c i a l  

s i t u a t i o n  o f  t h e  U. S. Government; a c c o r d i n g l y ,  w e  o p t e d  

t o  i n c l u d e  s u c h  da ta  t o  t h e  e x t e n t  p o s s i b l e .  I b e l i e v e  

o t h e r  governmental  o r g a n i z a t i o n s  w i l l  u l t i m a t e l y  a d o p t  

t h e  idea too, b u t  a t  a slower r a t e  t h a n  o r g a n i z a t i o n s  

i n  t h e  p r i v a t e  sector.  

I 'I 

MORE MEANINGFUL ACCOUNTING'PRINCIPLES 
AND STANDARDS ARE B E I N G  DEVELOPED 

The conce rn  w i t h  a c c o u n t i n g  s t a n d a r d s  i n  recent  y e a r s  

is unprecedented .  A t i d a l  wave of cr i t ic ism of f i n a n c i a l  

r e p o r t i n g  e n g u l f e d  t h e  accoun t ing  p r o f e s s i o n  a s  a r e s u l t  of 

a series of e v e n t s  beginning  i n  t h e  l a t e  s ix t i e s .  Much of 

t h e  c r i t i c i sm was focused upon t h e  Accounting P r i n c i p l e s  

Board. T h i s  led t o  t h e  e s t a b l i s h m e n t  of t h e  Wheat Committee 

and s u b s e q u e n t l y  t h e  c r e a t i o n  of t h e  FASB i n  1973  as an 

independent  o r g a n i z a t i o n  f o r  t h e  e x p r e s s  purpose  of  p r e s c r i b i n g  

a c c o u n t i n g  s t a n d a r d s  f o r  commercial e n t i t i e s .  Although t h e  

j u r y  is s t i l l  o u t  a s  t o  w h e t h e r  o r  n o t  t h i s  e f f o r t  w i l l  be 

s u c c e s s f u l ,  I b e l i e v e  t h e  v e r d i c t  w i l l  b e  t h a t  i t  is. 

The concern o v e r  accoun t ing  s t a n d a r d s  h a s  s p r e a d  t o  

t h e  governmental  sector a s  w e l l .  T h e  crisis i n  N e w  
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York C i t y  was i n  p a r t  a t t r i b u t e d  t o  t h e  a c c o u n t i n g  p r a c t i c e s  

t h e y  fo l lowed.  T h e  C i t y  d i d  n o t  f o l l o w  t h e  p r i n c i p l e s  

p r e s c r i b e d  i n  GAAP f o r  m u n i c i p a l i t i e s .  The  p r i n c i p l e s  

t h a t  were adopted  tended t o  a n t i c i p a t e  r evenues  and t o  
0 

r e c o g n i z e  e x p e n d i t u r e s  l a t e ,  t h u s  making t h e  f i n a n c i a l  

p i c t u r e  l o o k  rosier t h a n  i t  was. The a d v o c a t e s  o f  

" P r o p o s i t i o n  13" and similar a c t i o n s  have a l so  sparked  

a desire f o r  b e t t e r  accoun t ing  p r i n c i p l e s  f o r  governments- 

p r i n c i p l e s  t h a t  w i l l  make i t  easier  t o  unders tand  where  

t h e  government g e t s  i ts  money and what is accomplished w i t h  

it. 

P r i n c i p l e s  f o r  S t a t e  and local  government a c c o u n t i n g  

c a n n o t  be t h e  same a s  f o r  commercial a c c o u n t i n g  because  

each  have d i f f e r e n t  g o a l s .  I n d u s t r y ' s  b a s i c  o b j e c t i v e  i s  

t o  make a p r o f i t .  T rue ,  i t  h a s  a h o s t  o f  o t h e r  lesser 

o b j e c t i v e s  b u t  t h e  fundamental  one  i s  t o  make a p r o f i t .  

Government, o n  t h e  o t h e r  hand, i s  n o t  i n  t h e  b u s i n e s s  

of making a p r o f i t .  I t  o p e r a t e s  ma in ly  th rough  programs 

e s t a b l i s h e d  by l e g i s l a t i v e  b o d i e s ,  and  i t s  managers a re  

charged w i t h  t h e  r e s p o n s i b i l i t y  f o r  a s s u r i n g  t h a t  t h e  

programs accompl ish  t h e i r  o b j e c t i v e s .  They s h o u l d  also 

be concerned w i t h  keeping t h e i r  cos t s  down and n o t  exceeding  

t h e i r  authorized spending  l e v e l s ,  b u t  t h i s  i s  not t h e  same 

t h i n g  a s  making a p r o f i t .  Consequent ly ,  e x c e p t  f o r  some 

of  t h e  b u s i n e s s - l i k e  a c t i v i t i e s  Government pe r fo rms ,  

accoun t ing  aimed a t  measuring p r o f i t s  i s  n o t  s u i t a b l e  f o r  
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governmen t s .  

A t  t h i s  p o i n t  I would l i k e  t o  comment o n  a q u e s t i o n  t h a t  

i s  o f t e n  posed t o  m e :  Shou ld  Federa l  a c c o u n t i n g  p r i n c i p l e s  b e  

t h e  same a s  t h o s e  f o r  S t a t e  and  l o c a l  gove rnmen t?  My answer  

i s  a l w a y s  t h e  same-I hope  so, b u t  I a m  n o t  sure.  C e r t a i n l y  

t h e r e  a r e  s imi l a r i t i e s .  The q u a l i f i c a t i o n  i s  n e c e s s a r y  b e c a u s e  

of t h e  c o n s i d e r a b l e  d i f f e r e n c e s  i n  f u n c t i o n s  be tween  t h e  

Federal  Government and  S t a t e  and loca l  gove rnmen t s .  The 

C o n g r e s s  h a s  g i v e n  GAO t h e  r e s p o n s i b i l i t y  f o r  s e t t i n g  t h e  

a c c o u n t i n g  p r i n c i p l e s  t h a t  F e d e r a l  a g e n c i e s  s h a l l  f o l l o w  

a n d  w e  i n t e n d  t o  se t  p r i n c i p l e s  t h a t  w i l l  s e r v e  t h e  C o n g r e s s ,  

Federal manage r s ,  and  c i t i z e n s  a s  e f f e c t i v e l y  as  p o s s i b l e .  

We are  now d e v e l o p i n g  our own c o n c e p t u a l  f ramework f o r  

t h e  Federal Government and i t  w i l l  be f o l l o w e d  b y  a r e v i s i o n  

o f  t h e  a c c o u n t i n g  p r i n c i p l e s  w e  h a v e  e s t a b l i s h e d  f o r  F e d e r a l  

a g e n c i e s .  W e  p l a n  t o  f o l l o w  c l o s e l y  wha t  i s  done  b y  t h e  

N a t i o n a l  C o u n c i l  on Governmenta l  Accoun t ing  and  o t h e r s  

i n v o l v e d  i n  e s t a b l i s h i n g  S t a t e  and  l o c a l  c o n c e p t u a l  f rame- 

works and  i n  s e t t i n g  a c c o u n t i n g  p r i n c i p l e s .  I t  i s  o u r  hope 

t h a t  i f  w e  have  d i f f e r e n c e s ,  t h e y  w i l l  b e  based o n  a n  

i d e n t i f i e d  need .  However, w e  r e c o g n i z e  t h a t  t h e  Federal  

Government is ,  i n  many r e s p e c t s ,  a u n i q u e  e n t i t y  and  w e  

a r e  p r e p a r e d  t o  p r e s c r i b e  d i f f e r e n c e s  when t h e y  a r e  c l e a r l y  

cal led f o r .  

When t h e s e  v a r i o u s  p r i n c i p l e s  have  been  e s t a b l i s h e d ,  

I b e l i e v e  t h a t  a c c o u n t i n g  i n f o r m a t i o n  t h a t  i s  i s s u e d  by 
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g o v e r n m e n t a l  o r g a n i z a t i o n s  w i l l  be of g r e a t e r  u s e  t o  

i n v e s t o r s ,  d e c i s i o n m a k e r s ,  and  c i t i z e n s .  

A c c o u n t a n t s  Need t o  He lp  
C o n t r o l  Fraud  and  A b u s e  

I t h i n k  w e  w i l l  a l l  agree t h a t  t h e  area o f  f r a u d  and  

a b u s e  h a s  g a i n e d  i n c r e a s e d  v i s i b i l i t y  i n  r e c e n t  y e a r s .  Some 

b e l i e v e  t h a t  f r a u d  and  a b u s e  f i r s t  s u r f a c e d  d u r i n g  t h e  

i n v e s t i g a t i o n s  t h a t  t o o k  place a f t e r  Watergate, when i t  

became c l ea r  t h a t  many c o r p o r a t i o n s  had made q u e s t i o n a b l e  

o r  i l l e g a l  payments .  These  p r o b l e m s ,  combined w i t h  s u c h  

f r a u d u l e n t  a c t i v i t i e s  as  t h e  E q u i t y  Funding  S c a n d a l ,  have  

made t h e  p u b l i c ,  t h e  S e c u r i t i e s  and  Exchange Commission, 

and some members of t h e  C o n g r e s s  c r i t i c a l  of t h e  r o l e  of 

t h e  a u d i t i n g  p r o f e s s i o n  i n  f a i l i n g  t o  p r e v e n t  and  de t ec t  

s u c h  i r r e g u l a r i t i e s .  

F i g h t i n g  f r a u d  and  a b u s e  r e q u i r e s  c lose c o o p e r a t i o n  

of law e n f o r c e m e n t  o f f i c i a l s ,  a c c o u n t a n t s ,  and  a u d i t o r s .  

With s u c h  c o o p e r a t i o n ,  p e r p e t r a t o r s  o f  f r a u d  and  a b u s e  c a n  

b e  c a u g h t  and  p u n i s h e d .  The pun i shmen t  of one o f f e n d e r  

t e n d s  t o  d i s c o u r a g e  o t h e r  p o t e n t i a l  o f f e n d e r s .  

i, 1 
, 

However, pun i shmen t  of o f f e n d e r s  alone is n o t  t h e  answer. 

What i s  needed  i s  v a s t l y  improved i n t e r n a l  control  s y s t e m s  

t h a t  make f r a u d  and  abuse d i f f i c u l t  t o  a c c o m p l i s h .  Many 

o f f e n d e r s  commit f r a u d u l e n t  deeds  s i m p l y  because i t  i s  

so e a s y .  

T h e r e  i s  c o n s i d e r a b l e  i n t e r e s t  i n  improved i n t e r n a l  
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f i n a n c i a l  c o n t r o l s  i n  t h e  p r i v a t e  sector. S e v e r a l  r e s p o n s i b l e  

o r g a n i z a t i o n s - - i n c l u d i n g  t h e  A I C P A ' s  Commission o n  A u d i t o r s '  

R e s p o n s i b i l i t i e s  ( t h e  Cohen Commission)--have s t r o n g l y  

s u g g e s t e d  t h a t  c o r p o r a t i o n s  be r e q u i r e d  t o  r e p o r t  o n  t h e  

adequacy  of t h e i r  i n t e r n a l  c o n t r o l  s y s t e m s .  T h i s  m i g h t  

take t h e  form of r e p o r t s  i s s u e d  b y  t h e  a u d i t  committee, 

t h e  c h i e f  f i n a n c i a l  o f f i c e r ,  o r  t h e  d i r e c t o r  of t h e  

company ' s  i n t e r n a l  a u d i t  o r g a n i z a t i o n .  

R e c e n t l y ,  Price Waterhouse  i s s u e d  a document  e n t i t l e d ,  

Enhancing Government A c c o u n t a b i l i t y .  

a l l  g o v e r n m e n t a l  u n i t s  t o  d e v e l o p  p rograms  t o  e v a l u a t e  t h e  I 

a d e q u a c y  of t h e i r  i n t e r n a l  a c c o u n t i n g  c o n t r o l  s y s t e m s .  

Each u n i t  would issue a n  " E x e c u t i v e  R e p o r t "  s i g n e d  b y  

t h e  u n i t ' s  c h i e f  e x e c u t i v e  r e p o r t i n g  o n  t h e  e x t e n t  and i 

adequacy  of i n t e r n a l  c o n t r o l s  and  i n d i c a t i n g  h i s  a c c e p t a n c e  

of r e s p o n s i b i l i t y  for t h e  s t a t e m e n t s .  W e  i n  GAO a r e  i n  

f a v o r  o f  s u c h  a r e p o r t i n g .  

T h i s  document  u r g e s  

I believe i t  is now a v i r t u a l  c e r t a i n t y  t h a t  i n  t h e  

n o t  too d i s t a n t  f u t u r e  r e p o r t i n g  o n  i n t e r n a l  c o n t r o l  w i l l  

be  a r e a l i t y  f o r  companies  h a v i n g  p u b l i c a l l y  h e l d  s t o c k .  

Both  i n t e r n a l  and  e x t e r n a l  a c c o u n t a n t s  and  a u d i t o r s  w i l l  

be i n v o l v e d  i n  t h i s  p r o c e s s .  

N o  o n e  knows t h e  m a g n i t u d e  o f  f r a u d  and abuse a g a i n s t  

t h e  Federa l  Government b u t  i t  i s  of s e r ious  p r o p o r t i o n  and  

h e r o i c  e f f o r t s  a re  w a r r a n t e d  t o  reduce i t .  T h e  s e r i o u s n e s s  
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of t h i s  problem l e d  t h e  Congress  l a s t  October t o  c rea te  a 

dozen O f f i c e s  of I n s p e c t o r  Genera l  i n  major depa r tmen t s  

and a g e n c i e s  t o  p r e v e n t  and de t ec t  s u c h  a c t i v i t i e s .  A t  

GAO w e  have e s t a b l i s h e d  t h e  S p e c i a l  Task  Force f o r  t h e  

P r e v e n t i o n  of F r a u d .  The major r e s p o n s i b i l i t i e s  of t h i s  

g r o u p  a re  f i r s t ,  t o  e v a l u a t e  t h e  adequacy of Federal  

a g e n c i e s '  management c o n t r o l  sys t ems ,  w h i c h  a r e  n e c e s s a r y  

f o r  t h e  p r e v e n t i o n  of f r a u d ;  and second,  t o  assess t h e  

adequacy of fo l lowup and  c o r r e c t i v e  a c t i o n s  taken  on recommen- 

d a t i o n s  made i n  r e p o r t s  by Federal agency a u d i t o r s  and 

i n v e s t i g a t o r s .  I t  is o u r  belief t h a t  where  management 

c o n t r o l  sys t ems  a re  p r o p e r l y  developed and a re  f u n c t i o n i n g  

a s  p l anned ,  t h e  p o s s i b i l i t y  of f r a u d ,  t h e f t ,  o r  error is  

g r e a t l y  d imin i shed .  Converse ly ,  where t h e  sys tems do  n o t  

e x i s t  o r  a r e  n o t  be ing  used p r o p e r l y ,  t h e  o p p o r t u n i t i e s  

t o  de f raud  t h e  Government and t h e  p o s s i b i l i t i e s  of e r ro r  

increase d r a m a t i c a l l y .  

W e  a r e  making f r a u d  prevent ion--not  de t ec t ion - -ou r  

t o p  p r i o r i t y .  Our work w i l l  concentrate o n  s t r e n g t h e n i n g  

c o n t r o l  weaknesses  i n  agency sys tems t h a t  p e r m i t  f r a u d  t o  

occur. A s  w e  uncover  p o t e n t i a l  f r a u d  and abuse,  w e  w i l l  

be look ing  for  p a t t e r n s  t h a t  c o u l d  occur  and can  be explored  

i n  o t h e r  a g e n c i e s .  

Another a c t i o n  w e  have t a k e n  is t o  s e t  u p  a t o l l - f r ee  - 
I 

t e l e p h o n e  number w h i c h  a f f o r d s  concerned c i t i z e n s  n a t i o n w i d e  an 

o p p o r t u n i t y  t o  repor t  i n s t a n c e s  o f  s u s p e c t e d  f r a u d  t o  t h e  

- 11 - 



Task Force for investigation and possible prosecution. 

To date, the "hotlinei' has produced thousands of leads, 

involving instances of apparent mismanagement or intentional 

wrongdoing. These include theft, private use of Government 

property, improper financial transactions, bribes, kickbacks, 

and extortions. 

Accountants Need to Use 
Computers More Effectively 

Computers now operate in nanoseconds, which is one- 

billionth of a second--so fast that it literally defies 

comprehension. At these speeds they can turn out vast 

quantities of data. The problem is that much of the 

data the computers turn out is not summarized sufficiently 

to be meaningful to managers. The c h w  that has 

y e t  to be met is making maximum use of t u m p u t e r ' s  

fantastic c to summarize data, 
-c- 

zero in on problems, and highlight for management what 

needs to be done. 

The manager's j o b ,  basically, is to achieve goals 

at the least practicable cost, to make the best possible 

use of the resources entrusted to him or her, and to stay 

within spending and other limitations. T p  do this, 

managers need timely, complete, and accurate informa- 
\\ -. -_ -- ---- _ _  
.tion on 

r 

!--legal limits and resourcesl 

--obligations and costs incurred and their 
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r e l a t i o n s h i p  t o  budge ted  amoun t s ,  

--work goals  a c h i e v e d  and  t h e i r  cos t ,  

- - the d e g r e e  t o  which  work g o a l s  a r e  m e t ,  and  

- - o p p o r t u n i t i e s  t o  a c h i e v e  goa l s  a t  a lower 

cost 0 

To b e  u s e f u l ,  t h e  i n f o r m a t i o n  mus t  be t a i l o r e d  t o  t h e  

n e e d s  of manage r s  a t  d i f f e r e n t  l e v e l s  i n  t h e  o r g a n i z a t i o n a l  

h i e r a r c h y .  T h i s  i s  where  t h e  a c c o u n t i n g  s y s t e m  comes i n t o  

p l a y .  I t  s h o u l d  serve t h e  i n f o r m a t i o n  n e e d s  of e a c h  l e v e l  

of manager  i n  t h e  a g e n c y  by  i s o l a t i n g  p a r t i c u l a r  i n fo rma-  

t i o n  so t h a t  each manager  i s  n o t  bu rdened  w i t h  e x t r a n e o u s  

i n f o r m a t i o n .  

I would l i k e  t o  r e l a t e  a few examples o f  how a c c o u n t i n g  

s y s t e m s - - e s p e c i a l l y  c o m p u t e r i z e d  s y s t e m s - - f a i l e d  t o  g i v e  

managers  t h e  r i g h t  i n f o r m a t i o n  a t  t h e  r i g h t  t i m e  o r  s i m p l y  

bu rdened  t h e  manager  w i t h  p a g e s  o f  unneeded d e t a i l s .  

One a g e n c y ' s  c o m p u t e r i z e d  a c c o u n t i n g  s y s t e m  produced  

a b o u t  1 5  b a s i c  r e p o r t s - - i t  l i t e r a l l y  f l o o d e d  t h e  management 

w i t h  da t a .  Computer c e n t e r  o f f i c i a l s  estimated t h a t  t h e y  

d i s t r i b u t e d  1 0  a n d  1 / 2  t o n s  o f  p a p e r  i n  a y e a r  i n  t h e  form 

of compute r  p r i n t o u t s .  Among t h e  r e p o r t s ,  a s  cou ld  b e  

expected, t h e r e  was d u p l i c a t i o n  o f  d a t a .  T h e r e  was a l so  

e x c e s s i v e  detail--some r e p o r t s  i n c l u d e d  c o m p l e t e  d e t a i l s  

o f  a l l  t r a n s a c t i o n s  when o n l y  summary d a t a  was needed-- 

and complexity--some o f  t h e  r e p o r t s  were d i f f i c u l t  t o  under -  

s t a n d ,  so management d i d  n o t  u s e  them. 
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s t a n d ,  so management d i d  n o t  u s e  them. 

Another agency produces  a r e p o r t  w h i c h  shows salar ies  

pa id  d u r i n g  t h e  month. Summarized d a t a  on s a l a r y  cos t s  

i s  inc luded  i n  o t h e r  r e p o r t s  produced by t h e  agency. A s  

a r e su l t ,  managers do  n o t  u s e  t h e  d e t a i l e d  r e p o r t ;  it 

is u s u a l l y  j u s t  thrown away. Tha t  r e p o r t  costs  abou t  

$ 1 4 , 7 0 0  a n n u a l l y  t o  produce. 

I n  a n o t h e r  i n s t a n c e ,  a small o f f i c e  of a l a r g e  agency 

r e c e i v e d  a 2,000-page r e p o r t  which inc luded  more than  

1 5 , 9 0 0  a l l o t m e n t  b a l a n c e s .  B u t  o n l y  380 of t h e s e  b a l a n c e s  

p e r t a i n e d  t o  t h a t  o f f i c e ' s  o p e r a t i o n s .  O the r  o f f i c e s  of 

t h i s  agency expe r i enced  s imi l a r  problems--that i s ,  t h e y  

were swamped w i t h  hundreds of pages  o f  e x t r a n e o u s  in fo rma t ion .  

The problems I have c i t ed  a r e  v i r t u a l l y  t h e  same i n  

b o t h  t h e  p u b l i c  and  p r i v a t e  sectors. Accountants  need t o  

d e v o t e  more e f f o r t  t o  shap ing  computer sys tems t o  produce 

r e p o r t s  t h a t  h i g h l i g h t  problems and c l e a r l y  c a l l  f o r  

management a c t i o n .  

Better Cost Accounting Can Help 
Improve P r o d u c t  i v i t y  

A t  t h i s  p o i n t ,  I would l i k e  t o  t o u c h  upon t h e  need  
'------ 

t o  improve t h e  Federal  Government 's  p r o d u c t i v i t y  and  t h e  

role  p layed  i n  t h i s  area by accoun t ing  sys tems.  Nat ional  

p r o d u c t i v i t y  growth h a s  l ong  b e e n  r ecogn ized  a s  a key  f a c t o r  

i n  bo th  c o n t r o l l i n g  i n f l a t i o n  and promoting economic w e l l  

be ing .  Y e t  t h e  v a l u e  of p r o d u c t i v i t y  improvement i n  t h e  
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Government sector has been largely ignored. 

The benefits to be derived from improved efficiency 

of the Federal work force are enormous. If overall 

productivity could be increased by an additional one percent, 

29,000 fewer employees would be needed to provide t h e  present  

level of Government services. Therefore, by increasing 

productivity, managers and policymakers are afforded the 

opportunity to both increase public services and to reduce 

taxes. 

To improve productivity requires nanagement action 

based on reliable information. Cost accounting systems, 

in conjunction with performance measurement systems, 

provide this basic information and enable Government 

managers to 

--assess organizations' productivity performance, 

and 

--identify where action is needed to improve 

productivity. 

When a work or performance measurement system is 

integrated with an accurate time and cost reporting system, 

efficiency of operations is measurable. Productivity, in 

turn, can be expressed in terms of efficiency, hopefully, 

for the better. 

In organizations where productivity improvement is 

lagging, cost accounting systems provide management with 

the tools needed to seek out changes that will improve 
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productivity. Unit cost information can be a primary 

management tool for appraising resource utilization, 

comparing different operations, and analyzing personnel 

requirements. It can be used by managers to compare the 

resources used with targets of what should have been used. 

The variances can be interpreted as a measure of success 

or failure or as an indicator that resource utilization has 

been good or bad. 

Despite the benefits of such data and the fact that 

OMB Circulars A-11 and A-44 indicate a need for unit 

costs, we have found few agencies t h a t  record cos ts  for 

their basic units of work. For example, in a study of 26 

Federal organizations providing data processing services, 

none had fully adequate cost information on the automatic 

data processing assets or operations. 

This lack of information is the rule, not the excep- 

tion. We believe that holding Federal managers accountable 

for the efficient use of people and other resources will 

continue to be difficult until performance goals are clearly 

articulated, mutually understood, and used in the process 

of judging the performance of managers. Systems such as work 

measurement and cost accounting need to be used as tools 

to set performance goals and show how efficiently Federal 

managers use people and other resources. 

e-. .- -. 

- - -  - 

One facet of productivity improvement is the cost of 

Government regulations. Most of us would agree that many 

- 16 - 



of the regulations are necessary and have a positive effect 

on our lives. However, we all know that some regulations 

are duplicative or are not coordinated with other closely 

related regulatory activities. We, in GAO, have an 

effort underway in this area which I would like to tell 

you about. Federal regulatory agencies have the authority 

to prescribe accounting systems to be followed by the 

business community under their jurisdiction. These 

agencies have been reluctant to develop a single uniform 

accounting system to which all regulatory agencies would 

prescribe subject, of course, to industry variations. 

Our Office has been concerned for some time about 

the inconsistencies in the accounting rules issued by these 

agencies. Because of this concern, we have established 

a special group which has initiated a number of assignments 

designed to focus on the agencies' financial accounting 

and reporting requirements and their related uses. 

This effort, as well as those of other organizations, 

will cause the agencies to move toward making uniform those 

financial accounting and reporting requirements that are 

placed on the "regulated" sector of our economy. This 

will permit greater consistency in both accounting and 

financial reporting requirements and will, in turn, reduce 

the compliance burden on those who must comply with the 

requirements and assist the investor in his analysis of 
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t h e  r e g u l a t e d  e n t e r p r i s e s .  

CONCLUSION 

I n  summary, t h e  r o l e  o f  accoun t ing  w i l l  expand 

s i g n i f i c a n t l y  i n  t h e  n e x t  few y e a r s .  

--Accountants w i l l  be cal led on  t o  "account"  

f o r  t h e  e f fec ts  of i n f l a t i o n  and changing 

p r i c e s .  

--Accounting s t a n d a r d s  i n c l u d i n g  t h o s e  of 

r e g u l a t i n g  agencies w i l l  be developed 

t h a t  w i l l  r e s u l t  i n  more c o n s i s t e n t  and 

more e a s i l y  unders tood  f i n a n c i a l  s t a t e -  

ments. 

- - I n t e r n a l  c o n t r o l  will become f a r  more 

i m p o r t a n t  and a u d i t o r s  w i l l  d e v o t e  more 

t i m e  t o  it. 

--Procedures t o  de tec t  f r a u d  and a b u s e  w i l l  

expand t h e  a u d i t o r ' s  role .  

--New a c c o u n t i n g  and a u d i t i n g  t e c h n i q u e s  

w i l l  b e  deve loped  t o  g e t  more u s e f u l  

i n f o r m a t i o n  o u t  o f  t h e  computer ,  and 

--Better cost  accoun t ing  w i l l  be  needed t o  

i d e n t i f y  c a u s e s  o f  p r o d u c t i v i t y  d e c l i n e  and 

permi t a p p r o p r i a t e  ac t  ion .  

A l l  t h i s  w i l l  mean t h a t  a c c o u n t a n t s  and a u d i t o r s  m u s t  

r o l l  up t h e i r  s l e e v e s  and be  p repa red  t o  d o  more t h a n  t h e y  

have done b e f o r e .  They a l s o  m u s t  be  r e c e p t i v e  t o  change  
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f o r  t h a t ' w i l l  be  t h e  order  of t h e  day .  They m u s t  be 

r e c e p t i v e  t o  " s o f t "  a c c o u n t i n g  d a t a  a n d  t h e  t e c h n i q u e s  of 

a u d i t i n g  s u c h  da ta .  

The problems f a c i n g  t h e  p r o f e s s i o n  today  a r e  f a r  more 

complex t h a n  a t  any  o t h e r  t i m e  i n  t h e  p r o f e s s i o n ' s  h i s t o r y .  

W e  needed good a c c o u n t a n t s  i n  t h e  p a s t ,  b u t  w e  need them 

even  more today  and i n  t h e  f u t u r e .  

The p r o f e s s i o n  needs peop le  who care  d e e p l y  a b o u t  i t s  

workings and who a g r e e  t h a t  t h e  p r o f e s s i o n  w i l l  succeed o n l y  

a s  long  a s  i t  is ab le  t o  a t t r a c t  and i n s p i r e  good people .  

T h i s  means t h a t  t h e  peop le  m u s t  be  dedicated and w i l l i n g  t o  

do t h a t  "something ex t ra"  t o  make t h e  p r o f e s s i o n  b e t t e r .  

I t  seems c e r t a i n  t h a t  i n  order t o  meet these new 

c h a l l e n g e s  t h e  p r o f e s s i o n a l s  of t h e  f u t u r e  w i l l  have t o  

b e  b e t t e r  educa ted .  N o t  o n l y  i n  accoun t ing  b u t  o t h e r  areas 

as  demand r e q u i r e s .  Accounting w i l l  p r o b a b l y  require  

advanced t r a i n i n g  much l i k e  t h e  l e g a l  p r o f e s s i o n  does today.  

Accountants  w i l l  have t o  be much more p r o f i c i e n t ,  f o r  

example,  i n  da ta  p r o c e s s i n g  s i n c e  v i r t u a l l y  a l l  t r a n s a c t i o n s  

w i l l  b e  handled  e l e c t r o n i c a l l y .  Perhaps some t r a i n i n g  i n  

f r a u d  p r e v e n t i o n  and d e t e c t i o n  w i l l  become a s t a n d a r d  p a r t  

of t h e  a c c o u n t i n g  c u r r i c u l u m .  Whatever t h e  a d d i t i o n s ,  I 

f e e l  a s s u r e d  t h a t  t h e  Association of Government Accountants  

w i l l  i n c r e a s e  its involvement  i n  t h e  educa t iona l  e f f o r t  of t h e  

a c c o u n t i n g  p r o f e s s i o n .  Y o u r  e f f o r t s  w i l l  be  g r e a t l y  needed. 

Finally, I w o u l d  like to offer a " t h a n k s "  and a t  t h e  
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same t i m e  a challenge to the members of the Association of 

Government Accountants .  Recen t ly ,  t h e  A s s o c i a t i o n  offered 

i ts  a s s i s t a n c e  i n  deve lop ing  s t a n d a r d s  f o r  a proposed r e p o r t  

by e x e c u t i v e  o f f i ce r s  of  Government t h a t  w i l l  d ea l  w i t h  t h e  

adequacy of i n t e r n a l  c o n t r o l s  w i t h i n  t h e i r  a g e n c i e s .  The  

A s s o c i a t i o n  h a s  a l so  r e c e n t l y  e s t a b l i s h e d  a C o m m i t t e e  on 

I n t e r n a t i o n a l  Affa i r s .  You a re  t o  be  commended fo r  i n i t i a t i n g  

s u c h  e f f o r t s .  However, I b e l i e v e  you as  a n  a s s o c i a t i o n  and 

as  i n d i v i d u a l s  can  and m u s t  d o  more. Accord ingly ,  I c h a l l e n g e  

all of you t o  d i r e c t  t h e  research of t h e  Association toward 

f o r m u l a t i n g  so lu t ions  t o  t h e  problems I have addressed 

t o d a y  and o the r s  a s  t h e y  a r i se .  

O f f i c e  p l edge  o u r  f u l l  s u p p o r t  t o  t h i s  e f f o r t  and w i l l  d o  

a l l  w i t h i n  o u r  r e s o u r c e s  t o  seek t h e  s o l u t i o n s .  

We i n  t h e  G e n e r a l  Accounting 
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